ALJ/MAB/avs DRAFT Agenda ID #969
9/19/2002

Decision PROPOSED DECISION OF ALJ BUSHEY (Mailed 8/19/2002)

BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA

In the Matter of the Application of San Gabriel
Valley Water Company (U 337 W) for Authority
to Increase Rates Charged for Water Service in its Application 01-10-028
Los Angeles County Division Revenues by (Filed October 23, 2001)
$9,526,800 or 30.4% in 2002, $7,276,100 or 17.8% in
2003, $2,668,600 or 5.5% in 2004, and $2,668,500 or
5.2% in 2005.

OPINION AUTHORIZING
INCREASE IN REVENUE

Summary
San Gabriel Valley Water Company (San Gabriel), Los Angeles Division is
authorized to increase revenues by:

$4,201,800 (or 13.3%) for test year 2002
$1,504,600 (or 4.2%) for test year 2003
$1,578,300 (or 4.2%) for attrition year 2004
$1,577,300 (or 4.0%) for attrition year 2005

These revenue increases reflect a 9.4% rate of return in all years.
San Gabriel’s proposed California Alternative Rates for Water (CARW) tariff is
rejected due to failure to meet applicable standards.
Background and Procedural History

On August 8, 2001, San Gabriel filed its Notice of Intention to File General

Rate Increase Application. Customers were advised of the proposed rate
increase through publication and bill inserts. On October 23, 2001, San Gabriel
filed the above-captioned application seeking rate increases in its Los Angeles

Division to produce an overall rate of return of 11.07% for the period 2002-2005.
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San Gabriel stated that its revenue must be increased to enable it to meet
expenses of furnishing water service to its customers, to maintain financial
integrity and credit, to obtain and/or retain capital at reasonable costs, to
continue compliance with all existing and emerging safe drinking water quality
standards, and to provide a reasonable rate of return on investment. San Gabriel
particularly emphasized the increasing costs of required water treatment to
remove contaminants from groundwater supplies.

The Assigned Administrative Law Judge (ALJ) held a Prehearing
Conference (PHC) on January 18, 2002. At the PHC, the parties resolved
outstanding discovery issues and set a procedural schedule for the remainder of
the proceeding.

On March 7, 2002, the Commission’s Office of Ratepayer Advocates (ORA)
distributed its Report on San Gabriel’s requested rate increase. ORA
recommended the following rate decreases for San Gabriel’s Los Angeles
Division: 13.7% for 2002, 3.8% for 2003. Rates for 2004 and 2005 would remain
the same as 2003. ORA provided supporting analysis showing major
adjustments to San Gabriel’s proposal, including higher estimates of revenue,
lower estimates of operating costs, lower forecasts of plant additions, and lower
cost of capital.

Much of the difference between ORA’s and San Gabriel’s proposals relates
to an event that occurred after San Gabriel filed the application but before ORA'’s
report. San Gabriel had estimated about $20 million would be needed for
treatment of groundwater contamination in its service territory, of which it
assumed about one-half would be provided by other parties responsible for the
contamination. After filing this application, however, San Gabriel reached a

tentative agreement with the responsible parties whereby they would pay all the
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costs associated with these treatment facilities. ORA, accordingly, reflected the
decreased capital and expense cost forecasts in its Report.

A Public Participation Hearing (PPH) was held on March 14, 2002, in
South El Monte. Three speakers offered comments. All opposed the proposed
rate increase as creating an excessive burden on residential customers,
particularly those on fixed incomes. Two of the three speakers, Ms. Figueroa and
Mr. Perez, are members of the City of South El Monte City Council. In addition
to opposing the proposed rate increase, these speakers also emphasized the
importance of taking needed actions to address underground contamination
affecting San Gabriel’s water supply. The Commission also received 12 letters
from customers. Virtually all opposed the proposed rate increase as being
excessive, particularly given the current economic situation.

Evidentiary hearings were held in Los Angeles on March 25 and 26, 2002.
During the hearings, the parties were able to resolve the differences in their
proposals and to present a Joint Recommendation. (See Attachment A.)
Additional public comment was also received from William Fice, who opposed
the rate increase, particularly the requested rate of return.

The Joint Recommendation

The Joint Recommendation reflects the parties’ agreement on numerous
issues that, taken together, result in the revenue requirement increases listed
above. The five major issues that impact San Gabriel’s revenue requirement
needs are addressed below.

1. Baldwin Park Groundwater Contamination Litigation

For many years, San Gabriel has been pursuing litigation against the
parties responsible for contaminating San Gabriel’s water supplies in the
Baldwin Park area. At the time San Gabriel filed this application, the litigation

was underway with an uncertain outcome. San Gabriel was certain, however,
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that expensive water contamination treatment facilities would be required for its
B5 and B6 plants. San Gabriel had secured funding for half the costs from the
United States Bureau of Reclamation. San Gabriel, therefore, requested the
remaining half of the costs in its original proposal. In March 2002, however,
San Gabriel reached a favorable settlement in the litigation, as discussed above.
This settlement allowed San Gabriel to remove the following amounts from its
request:

Test Year 2002 $2,415,400 (25% of requested increase)

Test Year 2003 $4,435,800 (60% of requested increase)

The specific effect of the settlement in the Test Years is reflected in
the Joint Recommendation. Over the life of the settlement agreement, it is
expected to save ratepayers approximately $50 million in capital costs and $75
million in expenses.

The parties also recommended that, if the polluters fail to pay the
required amounts, San Gabriel should be authorized to record the amounts in a
memorandum account for further consideration by the Commission.

2. Rate of Return Deficiency

San Gabriel’s currently approved overall rate of return is 9.73%. At
present rates, San Gabriel expects to realize an overall rate of return 7.61% in
2002.

The Joint Recommendation provides for an overall rate of return of
9.4%. To achieve this rate of return, San Gabriel’s revenue requirement must be
adjusted as follows: Test Year 2002, $2,362,800 increase; Test Year 2003, $128,500
decrease.

ORA originally proposed that San Gabriel receive a rate of return of
8.91%. ORA stated that it agreed to the Joint Recommendation rate of return

(9.4%) as recognition for San Gabriel’s success in negotiating the Baldwin Park
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contamination settlement. ORA found that the settlement garnered significant
benefits for ratepayers, that San Gabriel should be rewarded for this outcome,

and that such a reward will encourage San Gabriel and other public utilities to
aggressively pursue actions that will provide similar benefits to ratepayers.

3. Expense Increase
In Test Year 2002 expenses increase by $950,800; in Test Year 2003

the increase is $334,700. These increases primarily result from general inflation,
customer growth, additional required employees, a growing infrastructure, and
increased water quality monitoring, testing and treatment. These increases are
reflected both in expenses incurred directly by the Los Angeles Division as well
as in common expenses allocated among all of San Gabriel’s divisions.

4. Capital Additions

In the Joint Recommendation, the parties agreed to several

modifications to San Gabriel’s proposed capital budget for the Los Angeles
Division. Specified trucks, two automobiles, and all emergency generators were
removed. The parties agreed that the remote meter reading devices would be
treated only as a pilot project. Well B11C and three reservoirs at wells B12 and
B24 will be included in the capital budget. The following projects will be added
to rate base through the advice letter process rather than in this general rate case:
three reservoirs at Plants 1 and B14, the B12 project, and, if constructed in 2002,
the Plant G4 treatment project. No modifications were made to the allocated
common plant additions proposed by San Gabriel. The capital budget reflected
in the Joint Recommendation results in increases of $607,500 for Test Year 2002

and $1,018,900 for Test Year 2003.
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5. Other Costs
The remainder of the revenue requirement increase - $280,700 for
Test Year 2002 and $279,500 for Test Year 2003 — is the result of numerous minor
adjustments including increased purchased power costs.
6. Evaluation of the Joint Recommendation

The Commission reviews Joint Recommendations pursuant to the
standards also applicable to settlements. Both these types of agreements must be
reasonable in light of the record, consistent with the law, and in the public
interest. (D.00-02-048.) Because we approve the Joint Recommendation for the
revenue requirement issues but reach a different outcome with regard to the
proposed CARW tariff, we will address it separately below.

The parties to the Joint Recommendation are San Gabriel and ORA,
the only active parties to this proceeding. The Joint Recommendation resolves all
iIssues in this proceeding and the parties entered into it after having reviewed all
direct and rebuttal testimony. The recommendations are the result of significant
negotiation and compromise of the parties thereto on issues substantially
affecting their interests and constituents, and the parties agree that this is a fair
resolution of their differences. For example, San Gabriel originally proposed
adding 12 new employees. In the Joint Recommendation, San Gabriel withdrew
its request for five of the 12 and ORA agreed to drop its opposition to the
remaining seven. Overall, the Joint Recommendation results in a considerably
lower rate increase than initially proposed by San Gabriel, and ORA is satisfied
with this outcome. This significant reduction also addresses the ratepayers’
concerns raised at the PPH. Finally, exclusive of the CARW tariff, the
Joint Recommendation is not procedurally flawed and is not contrary to law or

Commission policy.
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The Joint Recommendation is a reasonable compromise of the
dispute between San Gabriel and ORA as to the appropriate overall revenue
level for San Gabriel. We conclude, therefore, that the Joint Recommendation’s
revenue recommendations are reasonable in light of the whole record, consistent
with the law, and in the public interest. As discussed in detail below, we reach a
different conclusion with regard to the CARW tariff.

California Alternative Rates for Water Tariff Proposal

Although the parties resolved all issues as reflected in the
Joint Recommendation, rate schedule CARW - California Alternative Rates for
Water — requires further consideration. San Gabriel proposed that qualifying
low-income customers would receive a 50% reduction in the service charge
portion of their bill. ORA supported the proposal. However, below, we find that
San Gabriel’s proposal fails to meet our standards for such programs because San
Gabriel has not shown that all, or even most, low income residents would be
eligible for the discount.

San Gabriel proposed that the CARW tariff would only apply to
households that met specific income guidelines. San Gabriel stated that these
guidelines were the same as those used by California electricity and gas utilities

for their low-income rate programs. The income level qualifications are:

Household Members Income Maximum
lor2 $22,000
3 $25,900
4 $31,100
5 $36,300
6 $41,500
7 $46,700
More than 7 [add $5,200 for each

additional person]
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In addition to the income level restrictions, the tariff proposed by
San Gabriel also limits the applicability of this tariff to “households residing in
permanent single-family accommodation with a one-inch or smaller meter.”
San Gabriel estimated the revenue reduction for CARW participants that

would be reallocated to all other customers would be:

Test Year 2002 $789,321
Test Year 2003 $834,595
Attrition Year 2004 $870,297
Attrition Year 2005 $898,934

San Gabriel estimated that all non-participating customers would see
average increases of 7.7% in their monthly service charge, and an average overall
increase of 2.2% to fund the program. San Gabriel further proposed that the
estimated amounts would be compared to the actual revenue effects of the
program and the over or under collection recorded in a balancing account for
amortization in its next general rate case.

We have examined the record on this issue and find it to be insufficient to
support adoption of this program at this time. We have a long history of
supporting programs that result in reduced rates for low-income customers of
California’s public utilities. See, e.g., Re Universal Service and Compliance with
the Mandates of Assembly Bill 3643, 68 CPUC 2d 524 (D.96-10-066). Such
support, however, is tempered by requirements that the programs be carefully
constructed to meet clearly identified needs in an efficient and equitable manner.
We find, based on the record in this proceeding, that San Gabriel has not
demonstrated that this low-income discount program, which is limited to
persons residing in a single-family dwelling, will fairly reach all low-income
persons in San Gabriel’s service territory, and that the proposal suffers from

other deficiencies as set out below.
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The record on this issue is scant. San Gabriel’s proposal consisted of a
short sentence in its application and nine lines in its testimony, with an attached
draft tariff. No testimony articulated the objective of the proposed tariff or stated
a rationale for selecting the proposed rate design over alternatives. Most notably
absent was any description or assessment of the need for this program. All in all,
San Gabriel’s proposal can best be described as well intentioned but incomplete.

In D.02-01-034, we approved a lifeline rate proposal by Southern California
Water Company that provided for a 15% reduction in all components of each
eligible customer’s water bill. We approved this proposal rather than ORA’s
alternative rate design that waived the entire monthly service charge. ORA
contended that the overall 15% rate reduction was contrary to our conservation
goals. ORA pointed to our decision for California-American Water Company’s
Monterey District,! as supporting the concept of reducing monthly service
charges rather than discounts on all volumes of service. We rejected this
comparison, noting that the Monterey District had a “carefully developed,
inverted block rate structure that ties higher consumption levels to higher rates.
All residential customers, not merely the low-income subset, pay higher rates for
higher usage.” D.02-01-034, 2002 Cal. PUC LEXIS 35, at page *16. Although
approving the lifeline rate, we noted that we did not adopt it as a model for
low-income rate relief in all Commission-regulated water companies.

Also in D.02-01-034, we addressed the issue of mobile home parks that

provide master-metered water service to their tenants. We concluded that

1 California-American Water Company, 69 CPUC 2d 398, 404 (D.96-12-005), revised by
D.00-03-053.
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otherwise eligible mobile home park residents should not be excluded from the
benefits of the proposed low-income program.

Turning now to San Gabriel’s proposal, we find several components to be
at odds with D.02-01-034 and our standards for low-income programs. First,
San Gabriel chose a rate design that focuses on reducing the service charge
component of a customer’s bill. This rate design focus is similar to that used in
California-American’s Monterey District. However, San Gabriel elected only a
50% reduction, rather than the 100% reduction in Monterey. San Gabriel did not
explain this rate design choice. We note also that San Gabriel’s volumetric rate
for water is the same across all consumption levels. As noted above, Monterey
has an extensive inverted block rate design where higher levels of use are
charged higher rates.

Second, San Gabriel proposed to limit the applicability of this tariff to
“households residing in permanent single-family accommodation with 1-inch or
smaller meter.” Thus, the CARW discount is only available to customers who
reside in a single-family dwelling.2 Occupants of multi-family housing, such as
apartments, duplexes, and some condominiums, would be ineligible for the
CARW discount. Multi-family housing, however, tends to be more affordable.
Consequently, it is likely that a significant proportion of the low-income water
users in San Gabriel’s service territory reside in multi-family dwellings. These
water users would not be eligible for San Gabriel’s proposed CARW tariff. Thus,
we are unable to conclude that the proposed tariff would be equitably offered to

low-income persons.

2 San Gabriel provided no analysis of the cost of owning or renting a typical
single-family dwelling in its service territory and the relationship of that cost to the
income eligibility levels proposed for the CARW program.
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Third, San Gabriel’s limitations on the applicability of the tariff would also
exclude sub-metered customers in mobile home parks or multi-family dwellings.
As in D.02-01-034, these customers should be included in those customers
eligible for the discount.3

San Gabriel determined that as a result of this program water users not
eligible for the program will pay approximately 2.2% more per month. The
increase will be paid by San Gabriel’s customers with meters larger than one
inch. Among the customers with larger meters are multiple-unit dwellings, such
as apartment buildings, and businesses. San Gabriel has not explained how
these customers will absorb the increase and not simply pass it through in higher
rents or prices for goods and services. In the case of multiple-unit dwellings, we
are particularly concerned that low-income residents could end up paying higher
rent due to the surcharge for the program. Finally, San Gabriel’s proposal
contains no means or timetable to assess or evaluate the effectiveness of the
program and to implement any needed modifications.

In sum, we agree with and fully support the concept of rate relief for
low-income customers. Such rate relief, however, must be accomplished through
a well-thought-out and even-handed program with specific identification of
need, consideration of alternative means to address that need, justification for the
selected components of the program, and a plan to assess, evaluate, and modify
the program as necessary. At this point, San Gabriel’s proposal does not meet

these standards. Until these standards are met, our best course is to keep water

3 We note also that the income eligibility guidelines set out in D.02-01-034 are not
consistent with those found in San Gabriel’s draft tariff. Both sets of guidelines,
however, purport to be replications of the guidelines for the energy utilities’
low-income programs.
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prices as low as possible for all customers. Therefore, on the facts presented, we
are unable to find the CARW reasonable in light of the record or consistent with
the law and our decisions applicable to such programs. We are, therefore,
constrained to reject San Gabriel’s proposed CARW tariff.
Comments on Proposed Decision

The proposed decision of the ALJ in this matter was mailed to the parties
in accordance with Pub. Util. Code § 311(d) and Rule 77.1 of the rules of Practice

and Procedure. Comments were filed on , and reply

comments were filed on

Findings of Fact

1. As set forth in the ORA and San Gabriel Summary of
Joint Recommendation and accompanying tables, attached hereto as
Attachment A, San Gabriel and ORA reached a joint recommendation to resolve
all outstanding issues in this proceeding.

2. Comments from members of the public opposed San Gabriel’s initial
proposed rate increase.

3. The Joint Recommendation sets forth a rate increase that is substantially
less than San Gabriel’s initial proposal.

4. The Joint Recommendation was the result of negotiation and compromise
between the parties after all testimony had been filed.

5. San Gabriel’s proposed CARW tariff is only available to customers residing
in single-family dwelling with one inch or smaller meters.

6. Low-income persons residing in multi-family dwellings or master metered
mobile home parks are not eligible for the CARW discount program.

7. San Gabriel did not present sufficient evidence to support the selected

components of its proposed CARW tariff.
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Conclusions of Law

1. With the exception of the CARW tariff, the Joint Recommendation is
reasonable in light of the record, consistent with the law, and in the public
interest.

2. The revenue increases reflected in the Joint Recommendation will result in
just and reasonable rates for San Gabriel’s Los Angeles Division.

3. The revenue increases reflected in the Joint Recommendation should be
approved for San Gabriel’s Los Angeles Division.

4. San Gabriel’s proposed CARW tariff does not equitably offer a discount to
all low-income persons residing in San Gabriel’s service territory.

5. San Gabriel did not present sufficient evidence to support the selected
components of its proposed CARW tariff.

6. As currently proposed, San Gabriel’s CARW tariff does not meet
Commission standards for low income discount programs.

7. As currently proposed, San Gabriel’s CARW tariff should be rejected.

ORDER

IT IS ORDERED that:
1. Excluding the California Alternative Rates for Water tariff proposal, the
Joint Recommendation between San Gabriel Valley Water Company
(San Gabriel) and the Office of Ratepayer Advocates (ORA) is adopted.

2. San Gabriel is authorized to increase revenues in its Los Angeles Division:

$4,201,800 (or 13.3%) for test year 2002
$1,504,600 (or 4.2%) for test year 2003
$1,578,300 (or 4.2%) for attrition year 2004
$1,577,300 (or 4.0%) for attrition year 2005

3. San Gabriel is authorized to file in accordance with General Order 96-A,

and to make effective on not less than five days' notice, tariffs containing the test
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year 2002 increases for its Los Angeles District as provided in the Joint
Recommendation. The revised rates shall apply to service rendered on and after
the tariffs' effective date.

4. Advice letters for authorized rate increases for 2003, 2004, and 2005 may be
filed in accordance with General Order 96-A no earlier than November 1st of the
preceding year. The filing shall include appropriate work papers. The increase
shall be the amount authorized herein, or a proportionate lesser increase if
San Gabriel’s rate of return on rate base, adjusted to reflect rates then in effect,
normal ratemaking adjustments, and the adopted change to this pro forma test,
for the 12 months ending September 30th of the preceding year, exceeds 9.4%.
The advice letters shall be reviewed by the Commission’s Water Division (WD)
for conformity with this decision, and shall go into effect upon WD’s
determination of compliance, not earlier than January 1st of the year for which
the increase is authorized, or 30 days after filing, whichever is later. The tariffs
shall be applicable to service rendered on or after the effective date. WD shall
inform the Commission if it finds the proposed increase does not comply with
this decision or other Commission requirements.

5. San Gabriel is authorized to file advice letters seeking to recover in rates
the reasonable costs of the capital additions specified in the
Joint Recommendation.

6. San Gabriel is authorized to record in a memorandum account for later
consideration by the Commission any and all costs subject to the Baldwin Park
Settlement Agreement but not paid by the polluters.

7. San Gabriel’s proposed California Alternative Rates for Water tariff is

rejected.
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8. Application 01-10-028 is closed.
This order is effective today.

Dated , at San Francisco, California.
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ATTACHMENT A
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Application No. 01-10-028
Exhibit No. 13 (late filed)

Witness: jointly sponsored
Date: April 10, 2002

ORA and San Gabriel
Summary of Joint Recommendation

1. Rate of Return on Rate Base: 9.4%.

References: Tr. 51-55, 189-200, 206-207; Ex. 2, 3, 4, 6, and 10

Basis: ORA is in agreement with the rate of return on rate base in recognition of San
Gabriel’s comprehensive settlement agreement with certain potentially responsible parties
(PRPs) and the associated ratepayer benefits. San Gabriel agreed on this compromise rate
of return based on the overlap of the forecasted ranges of reasonable rates of return from

independent San Gabriel and ORA expert witness analyses.

2. ORA withdraws its Operational Working Cash recommendation (reduction of $12 million

from rate base).

References: Tr. 207-210; Ex. 7 (pp. 39-40 and Tables L-1 & L-2), Ex. 12 (p.2-1 to 2-4)

Basis: San Gabriel provided further explanation and evidence that these funds primarily
involve proceeds that were received from eminent domain proceedings in another division,
are no longer in San Gabriel’s bank account, and have since been re-invested by San
Gabriel in utility plant, thereby reducing the need to incur additional short-term and long-

term debt and the resulting interest expense thereon.

3. Amortization of all_balancing and memorandum accounts (as of December 31, 2001),

subject to refund pursuant to further audit (if necessary) by staff and potential
disallowance by the Commission. ORA agrees that no adjustment is necessary to the Water
Quiality Litigation Memorandum Account for CWA legal fees ($61,000) that were assessed
to pay CWA'’s legal counsel.

San Gabriel agrees to prospectively split its Los Angeles County division water production
balancing account into two separate balancing accounts: one for purchased water and one
for pumped water and assessments, in accordance with the Commission’s standard
balancing account procedures. San Gabriel has been maintaining the balancing account
pursuant to a stipulation with DRA, which was approved by the Commission in the last

Los Angeles County division general rate case.
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The December 31, 2001, balances in the DHS memorandum account has been corrected for

a recently received invoice to $72,159.
The Water Quality Legal Memorandum Account is greater than 5% of annual revenues and
will be amortized over 24 months, while all other balancing and memorandum accounts

are less than 5% of annual revenues and will be amortized over 12 months.

The balances to be amortized are as follows:

Purchased Water $324,679
Purchased Power $288,033
Water Quiality Litigation $2,230,359
DOHS/EPA $72,159

Reference: Tr.211-227; EX. 7 (pp. 11-14); Ex. 9 (pp. 12-2 to 12-3); Ex. 12 (pp. 1-8 to 1-10, 1-15
to 1-16, and 3-3 to 3-7)

Basis: San Gabriel begins cash recovery of the expenditures it has already and continues to
incur. Staff has reviewed invoices supporting San Gabriel’s entries and retains the right to
further examine all entries in these accounts and to recommend disallowance of any entry
found to be unreasonable or otherwise not includable in the balancing or memorandum
account. By beginning amortization of these accounts now, future ratepayers are protected

from the unamortized growth (principle and interest) in the account balances.

San Gabriel has provided further explanation of the reasons CWA engaged the legal
services of its legal counsel. San Gabriel will provide copies of earnings statements for
recorded years 1997-2001, which were previously provided to Water Division in connection

with the Commission’s OIR 01-12-009, updated for recorded 2001.

4, “Unmetered & Unaccounted For” water percentage of 5.5%.

References: Tr. 227-228; EXx. 7 (pp. 4-5); Ex. 9 (p. 4-4)

Basis: San Gabriel recommended a 5-year average (6.0%), while ORA recommended using
the latest recorded year (4.9%). The agreed upon figure (5.5%) represents a trend of the

more recent data.

5. San Gabriel will reduce its request for all capital-related and expense-related costs of Plant

B5 and B6 treatment plant additions to reflect the pending comprehensive settlement

agreement with the PRPs. San Gabriel will maintain a complete accounting of all entries to
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the memorandum account. Interest will be added to this account only if and when the
polluters fail to comply with the comprehensive agreement.

References: Tr. 228-238; Ex. 7 (pp. 1-2 and 33); Ex. 9 (pp. 8-2 to 8-3); Ex. 12 (pp. 1-1 to 1-8,
3-1to 3-3, and 4-6 to 4-9)

Basis:  San Gabriel filed its application when negotiations with the PRPs were still
ongoing. Fifty percent of the capital costs was included in rate base in the application as
originally filed while the remaining 50% had been committed from governmental agencies.
The details of the comprehensive settlement, although still awaiting formal court approval,
are now known and provide for additional outside funding. San Gabriel is willing to
withdraw the costs expected to be covered by other parties, if it is provided balancing
account protection for any variances in the amounts San Gabriel ultimately incurs for the
construction and operation of the new treatment plant facilities and compensation San

Gabiriel receives for the construction and operation of the new treatment facilities.

6. ORA agrees to eliminate the “Rate Shock Cost Adj.” line item ($2.1 million) on Table A-2 of

its report.

References: Tr. 238; Ex. 7 (Table A-2); Ex. 12 (pp. 3-7 to 3-8)

Basis: San Gabriel provided further explanation of the adjustment it used for its attrition
calculation. The withdrawal by San Gabriel of Plant B5 and B6 treatment project expenses
now expected to be paid by outside parties also eliminates any need for a “rate shock”

adjustment.

7. San Gabriel agrees to update its proposal to reflect the October 31, 2001 estimates of 2002
and 2003 escalation rates provided by M.G. Lyons of ORA Monopoly Regulation Branch as

applied to forecast certain test year labor and non-labor-related expenses.
References: Tr. 238-239; EX. 7 (p. 7 and Attachment A)
Basis: The more current information was not available when San Gabriel filed its

application.

8. San Gabriel agrees to replace its estimated 2001 capital additions data with recorded 2001
information.
References: Tr. 239; Ex 7 (p. 33)
Basis: This more current information was not available when San Gabriel filed its

application.
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10.

11.

12.

For Outside Legal Fees, San Gabriel and ORA agree on $818,438 for Test Year 2002 and
$849,539 for Test Year 2003. Of these amounts, $606,281 in 2002 and $618,940 in 2003 are

related to Water Quality Litigation, and are subject to a memorandum account true-up
through advice letter filings and in subsequent general rate cases to amortize balances, as
the Commission may approve. The amounts subject to memorandum account treatment
will be listed separately in the results of operation.

References: Tr. 239-242; Ex 12 (pp. 1-14 to 1-15)

Basis: ORA did not forecast any legal expenses for the test years, believing that all ongoing
legal proceedings would be subject to memorandum account treatment. San Gabriel
explained that issues would arise in the future that require outside legal services but the
costs of which would not be recordable in a memorandum account. San Gabriel has
provided ten years of recorded legal fees (isolating those included in the memorandum
account), allowing ORA to agree with a revised forecast of outside legal expenses for the

Test Years.

ORA agrees to reduce the “Redundant Facilities” line items from $864,000 to $86,328, and

San Gabriel agrees that the Well B4C (deepening) should be excluded from rate base
($149,202 of plant and $62,874 of accumulated depreciation) during the Test Years.
References: Tr. 168-169 and 249-251; Ex. 7 (Tables L-1 & L-2)

Basis: San Gabriel explained its plans to restore the Plant B6 facilities to active service as
soon as the new treatment facilities, now under construction, are completed. San Gabriel
has no definitive plans at this time to re-activate Well B4C, which was taken out of service

because of contamination of the groundwater.

San Gabriel and ORA agree to an uncollectibles rate of 0.1448%.

References: Tr. 242

Basis: San Gabriel initially used a forecast of 0.1800% based on a 6-7 year recorded
average. ORA initially used the 2000 recorded rate of 0.1104%. After a review of recorded
uncollectible rates from 1988 through 2001, San Gabriel and ORA agreed to use a five-year

average.

ORA agrees to the $10,000 per year expense for the Internet Service.
References: Tr. 242-243; Ex. 7 (p. 26)
Basis: ORA originally misinterpreted this amount as a capital expenditure. As of January

1, 2002, the Commission requires the utility to maintain rate and other information on a
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website. Additionally, San Gabriel required faster line speed for data exchange causing the

company to upgrade its Internet service provider.

ORA drops its opposition to certain existing positions and agrees to the following new
positions: draftsman, programmer, engineer, field assistant, and three water treatment
operators. San Gabriel agrees to withdraw its request for the following new positions: rate
analyst, energy analyst, property manager, accounting clerk, and commercial clerk.
References: Tr. 243; Ex. 7 (pp. 7-8 and 21-24); Ex. 12 (pp. 5-2 to 5-9)

Basis: This compromise is based on a detailed discussion of San Gabriel’s needs and the
positions requested. Two Water Treatment Operators will be funded under the
comprehensive settlement agreement with the PRPs. The third Water Treatment Operator
is required due to increasing testing and reporting requirements as well as the extensive

pollution in the basin.

For the lead-lag study, ORA agrees to the utility’s 259 days for franchise fees (Paragraph
9.5) and 35.4 for revenue lag days (Paragraph 9.8) as filed by San Gabriel in exchange for
San Gabriel agreeing to 13 lag days for FICA (Paragraph 9.6) and 90 lag days for PUC
charges (Paragraph 9.7) as recommended by ORA.

References: Tr. 243; Ex. 7 (pp. 38-39); Ex. 12 (pp. 2-4 to 2-5)

Basis: ORA and San Gabriel have reviewed more closely the requirements for the

payments of fees and charges.

Remaining issues regarding plant additions are compromised and resolved as follows:

- San Gabriel will eliminate specified trucks ($105,000) and two automobiles ($46,000).

- San Gabriel will eliminate all emergency generators ($205,000)

- San Gabriel will reduce fire hydrants additions from $100,000 to $80,000 per year

- ORA agrees to the remote Firefly meter reading devices for 2001 and 2002 as a pilot
project ($800,000), but San Gabriel will request by advice letter any additional units if
they prove to be cost-beneficial.

- ORA agrees that Well B11C ($250,000) is needed because of the reduced production rate
of Well B11A.

- San Gabriel agrees not to include, in the adopted Test Year 2002 or 2003 rate base, the
Garvey land purchase ($400,000) to relieve a shortage of parking space at San Gabriel’s

El Monte offices.
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- ORA agrees to allow in base rates a total of three reservoirs ($2.1 million) at Plant B12 (1)
and B24 (2). Reservoirs ($2.4 million) at Plants 1 (1) and B14 (2) will be added to rates
by advice letter after they are constructed.

- The B24 treatment project ($1.5 million) will be added to rates by advice letter. The Plant
G4 treatment ($900,000) will be deferred to Test Year 2003, but if constructed in 2002,
may be added to rates by advice letter.

- ORA agrees to common plant additions as filed by San Gabriel.

References: Tr. 244-246; Ex. 7 (pp. 33-36); EX. 12 (pp. 2-12 to 2-14, 4-1 to 4-8, and 5-17)

Basis: San Gabriel and ORA conducted detailed discussions regarding the need for, the

estimated cost of, and the scheduled timing of the various requested projects. San Gabriel

provided more current information, which was not available at the time the application

was filed, regarding the timing and scheduling of planned plant additions.

San Gabriel and ORA agree to Emergency Sales to the City of Industry at 132,225 Ccf/year
for all test and attrition years. Supply costs will be adjusted to reflect these sales.
References: Tr. 246; Ex. 7 (pp. 4 and 6); Ex. 12 (pp. 3-8, 4-8 to 4-9, and 5-16 to 5-17)

Basis: [276.55 Ccf/yr. x 1700 residential customers x 13.5 months] / 4 years.

ORA will accept all of San Gabriel salary levels as of March 1, 2002. For ratemaking
purposes, ORA’s October 31, 2001, labor inflation factors will be applied to those salaries,
for Test Years 2002 and 2003, except for the six executive salaries.

References: Tr. 246; Ex. 7 (p. 20); Ex. 12 (pp. 1-10 to 1-13)

Basis: The company provided to ORA current salary surveys.

ORA accepts the method authorized in past rate cases for the allocation of the Chairman’s

and the President’s salaries and the company’s allocation of officers’ and other employees’

time, fringes, and overhead to affiliate companies as set forth in the Application. ORA
agrees to drop the 1% allocation of Common Plant and the 5% allocation of Administrative
Salaries.

References: Tr. 247-248; Ex. 7 (pp. 16-20); Ex. 12 (pp. 1-13, 2-6 to 2-10, and 5-9 to 5-12); D.92-
04-032; D.93-09-036

Basis: The company provided to ORA detailed information about the allocation of the
Chairman’s and President’s salaries and the allocation of the time, fringes, and overhead of
the officers’ and other employees’ time devoted to the affiliates. The company also
provided copies of previous Commission decisions confirming the procedures for

allocations.
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The parties have agreed to accept San Gabriel’s estimates of employee pension benefits.

References: Tr. 248; EX. 7 (pp. 26 & 29); Ex. 12 (p. 5-14)

Basis: San Gabriel’s employee pension benefits have not changed from those approved in

prior general rate cases.

The parties have agreed to accept San Gabriel’s employee benefits for health and dental

insurance.
References: Tr. 248; Ex. 7 (pp. 27 & 29-30); Ex. 12 (pp. 5-14 to 5-16)

Basis: San Gabriel provided ORA with estimated increases from its insurance brokers.

The parties have agreed to accept San Gabriel’s workers’ compensation insurance policy

expenses.
References: Tr. 249; Ex. 7 (p. 31); Ex. 12 (p.5-16)

Basis San Gabriel provided ORA with estimated increases from its insurance brokers.

For all property and liability insurance policies, Staff agreed there is no need for any

further allocation of the premium to affiliate companies.
References: Tr. 249; Ex. 7 (pp. 30-31)
Basis: The insurance company calculates and separately bills the respective affiliates for

the premium applicable to each.

The parties agree that postage will increase by 9% in Test Year 2002.
References: Tr. 249; Ex. 7 (p. 28)
Basis: San Gabriel provided ORA with the U. S. Postal Service’s proposed rate increase to

take effect in summer of 2002.

ORA took no issue with and recommended adoption of San Gabriel’s proposed low income
tariff (Schedule No. CAR-W) and balancing account.

References: EXx. 7 (pp. 42-43); Ex. 9 (p. 12-3)

Basis: Public Utilities Code Section 739.8 requires the Commission to consider programs to
provide relief to low-income ratepayers as well as incentives to conserve water.
Discounting the service charge portion of the rates should not be contrary to achieving
conservation goals inasmuch as the amount of the customer’s bill will remain proportional
to the amount of water used. The balancing account will allow a true-up of the discounts
actually provided until a better forecast of participation rates can be made in a subsequent

general rate case.
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Operating Revenues

Operating Expenses
Purchased Water & Assessments
Purchased Power
Payroll
Uncollectibles
Other O & M
Pensions & Benefits
Franchise Fees
OtherA& G
Legal Expense (memo account)
Bank Charges

Subtotal
Allocated Common
Total Operating Expense

Depreciation
Ad Valorem Taxes

Application No. 01-10-028
San Gabriel Valley Water Company

Los Angeles County Division

COMPARISON EXHIBIT

Test Year 2003

(Dollars in Thousands)

Joint San Joint
Recomm. Gabriel Recomm. ORA
2002 As Filed Change 2003 Change Report
(@ (b) (c) (d) (e) ()
$35,730.0 $48,242.9 ($10,862.9)] $37,380.0] ($10,520.0) $26,860.0
$6,965.6 $8,237.5 ($1,257.2) $6,980.3 ($124.5) $6,855.8
$4,115.0 $7,510.0 ($3,036.5) $4,473.5 $48.8  $4,522.3
$3,761.9 $3,994.8 ($137.5) $3,857.3 ($368.8)  $3,488.5
$51.7 $86.8 ($32.7) $54.1 ($24.5) $29.7
$1,390.3 $2,882.3 ($1,500.2) $1,382.1 $12.9 $1,395.0
$1,215.1 $1,318.5 $0.00 $1,3185 ($195.6) $1,122.9
$357.3 $480.9 ($107.1) $373.8 ($105.2) $268.6
$133.9 ($37.3) $202.8 $165.5 ($247.3) ($81.8)
$606.3 $1,200.0 ($581.1) $618.9] ($618.9) $0.0
$43.3 $44.6 $0.0] $44.6 ($44.6) $0.0
$18,640.4 a $25,718.2 ($6,449.5) B $19,268.6 ($1,667.7) $17,601.0
$2,644.1 $2,762.7 ($34.5) $2,728.2 ($570.8) $2,157.4
$21,2845 $28,480.9 ($6,484.0)] $21,996.8 ($2,238.5) $19,758.4
$2,520.3 $3,147.9 ($437.6) $2,710.3 ($132.1) $2,578.2
$835.2 $1,045.6 ($134.5) $911.1 ($33.5) $877.6

DRAFT
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Payroll Taxes
Total Expense before Income Taxes
Net Revenue Before Income Taxes
State Income Tax
Federal Income Tax
Rate Shock Cost Ad,|.
Total Expenses
Net Operating Revenues
Rate Base

Rate of Return

Present Revenues
Proposed Increase

Application No. 01-10-028
San Gabriel Valley Water Company

Los Angeles County Division

COMPARISON EXHIBIT

Test Year 2003

(Dollars in Thousands)

$349.6 $376.0 ($15.7) $360.3 ($39.9  $320.4
$24,989.6 $33,050.4 ($7,071.8)| $259785| ($2,444.0) $23,534.6
$10,740.4 $15,1925  ($3,791.1)| $11,4015| ($8,076.0) $3,325.4
$682.1  $1,033.8 ($286.4) $747.4 ($776.0)  ($28.6)
$2,921.8  $4,117.0 ($1,102.3)| $3,014.7] ($2,820.6) $194.1
$0.0 $0.0 $0.0 $0.0]  ($2,061.1) ($2,061.1)
$28,5935 $38,201.2 ($8,460.5)| $29,740.6] ($8,101.7) $21,639.0
$7,136.5 $10,041.7  ($2,402.4)| $7,639.4] ($2,418.3) $5221.0
$75,942.9 $90,7105  ($9,398.4)| $81,312.1] ($22,583.8) $58,728.3
9.40% 11.07% 9.40% 8.89%
$40,966.8  ($5,091.4)| $35,875.4] ($7,958.1) $27,917.3

$7,276.1  ($5,771.5) $1,504.6] ($2,561.9) -$1,057.3

17.8% 4.2% -3.8%

(END OF ATTACHMENT A)
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